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NYC WHDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO:

FROM:

Members of the Audit Committee

Richard Froehlich @fa/

SUBJECT: Material for Audit Committee Meeling

DATE:

August 15, 2013 at 3:30 p.m.

August 8, 2013

Attached please find the following materials for the Audit Committee meeting:

Proposed Agenda

Minutes of April 10, 2013 Meeting

Second Quarter Financial Report (Unaudited)

Debt Report

Investment Report

Credit Report

Internal Audit Reports

Ernst & Young Report on Results of 2012 Emphasys and Sympro IT Review

110 William Streer, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
info@nychdc.com  www.nychdc.com



NYCRyDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Commiitee
FROM: Richard Froehlich Qy
SUBJECT: Agenda for Audit Committee Meeting

DATE: August 8, 2013

"For the Audit Committee Meeling, which will take place on Thursday, August 15th, at
3:30 p.m., I propose the following agenda:

1. Roll Call

2. Approval of Minutes of the Meeting Held on April 10,2013

3. Second Quarter Financial Report (Unaudited)

4. Debt Report

5. Investment Report

6. Credit Risk Update

7. Internal Audit Reports

8. Ernst & Young Report on Results of 2012 Emphasys and Sympro IT Review

9. Other Business

110 William Streer, New York, NY 10038---tel: 2122275500 —fax 2122276865

info@nychdc.com  www.nychde.com



MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
AUDIT COMMITTEE

April 10th, 2013

A meeting of the Members of the Audit Committee of the New York City Housing
Development Corporation {the “Corporation’) was held on Thursday April 10th, 2013 at
the offices of the Corporation, 110 William Street, 10" Floor, New York, New York.

The meeting was called to order at 11:00 am by Mr. Harry Gould, Board Member, who
noted the presence of a quorum. Mr. Gould called for approval of the minutes from the
January 24th, 2013 meeting. The minutes were approved.

Mr. Gould turned to Mr. Richard Froehlich, Chief Operating Officer and General
Counsel of the Corporation to provide an overview of the agenda.

Marc Jahr, President of the Corporation introduced Mr. Colvin Grannum, New Board
Member. Mr. Jahr noted that he is thrilled to have Mr. Grannum join the Board. Mr.
Jahr also thanked Mr. Gould for agreeing to chair the Audit Committee.

Mr. Gould turned to Mr, Froehlich to present the unaudited financial statements for the
first quarter of FY 2013. Mr. Froehlich noted that the unaudited financial statements as
of the first quarter cover the period from November 1¥ 2012 through January 31st 2013,
Mr, Froehlich further noted that the growth in net position (or net assets) has continued
from last fiscal year through the first quarter of this fiscal year. Financial highlights
include the following: $338.4 million of bonds were issued by the Corporation; $334.0
million of senior mortgage loans were closed; and $73.1 million of 1% interest rate loans
were committed from the corporate reserves. Mr. Froehlich stated that total assets at first
quarter end are $12.26 billion, a decrease of $105.5 million or 0.8% from Fiscal Year end
2012. Total liabilities are $10.57 billion, a decrease of $127.9 million or 1.2% from
Fiscal Year end 2012. Mr. Froehlich reported that the total assets and liabilities have
both decreased mainly due to unscheduled bond redemptions of $306.4 million and the
maturity of $148.3 million Citibank Loan Participation agreement in November 2012,
Total net asscts are $1.69 billion, an increase of $22.4 million or a 1.3% increase from
last fiscal year end and an increase of $3.8 million or 20.6% compared to the same period
last year. Mr. Froehlich noted that the decrease in assets and liabilities is unusval and is
due to bond prepayments related to the NYCHA Securitization, recycling of NYCHA
bonds, and the transfer of bonds to the State HFA. Mr. Jahr noted that HDC received
$750 million in volume cap from the State noting that there has been a steady ramping up
over the last five years and this was the most ever received. Mr. Jahr stated that the State
has been very responsive to the Corporation’s request for additional volume cap. Ms.
Denise Scott, Board Member, asked whether there is an opportunity to raise the amount
of cap that the Corporation received. Mr, Jahr answered that the cap that the City
receives is formula-based and it is included in the State Legislation every year. The
formula allows reserving for local housing agencies; approximately $180 to $200 million
is the cap allocated to HDC. HDC then needs to go to the State to request additional cap,
On average HDC uses between $300-$400 million in cap each year.



Mr. Gould then turned to Ms. Ellen Duffy, Senior Vice President of Debt Issuance and
Finance, to provide HDC’s debt report for the month of February 2013. Ms. Duffy noted
that the Corporation issued two stand-alone bond issues totaling $76.63 million in
February 2013. Redemptions in January and February totaled $115.58 million from
seven series of Open Resolution bonds and $22.45 million from one series of stand-alone
bond issues. HDC’s debt outstanding as of February 28, 2013 is approximately $8.86
billion. The Corporation’s statutory debt capacity stands at $10.25 billion,

Mr. Gould then turned again to Ms. Duffy to provide the Corporation’s investment report
for March 13, 2013. Ms. Duffy noted that funds under management totaled
approximately $2.68 billion, consistent with the balances we have been expetiencing this
year. This report reflects routine investment activity.

Mr. Gould then recognized Ms. Mary Hom, Deputy Director-Credit Risk, for the
counterparty credit risk exposure report. Ms. Hom reported that she would be making
two presentations — the first is the Counterparty Credit Risk Exposure Report, and the
second is the annual Developer Concentration Report. Ms. Hom noted that there was one
addition to the list of counterparties ~ Deutsche Bank was added as a GIC provider;
Deutsche Bank is rated A2 by Moody’s, and A+ by S&P. Ms. Hom noted one
downgrade since the last report — On February 28", S&P downgraded National Public
Finance Guarantee to BB from BBB in conjunction with the downgrade of its parent,
MBIA Inc., based on the Company’s weakened liquidity and financial profile.
Additionally, on March 21%, Moody’s placed MBIA Inc. and its subsidiaries under
negative review as well. Ms. Hom noted that HDC currently has one bond series which
is insured by National Public Finance — HDC’s Capital Fund Program Revenue Bonds
(NYCHA) Series 2005A, which carries an unenhanced, stand-alone rating of AA+ from
S&P. Ms. Hom continued her report noting that HDC’s counterparty exposure remains
pretty well-diversified with the largest counterparty exposure continuing to be with
Fannie Mae, followed by Citibank. Investments rated double-A or higher were 48% of
total investments (versus 46% at the last report), and the weighted average maturity of the
investment portfolio was 4.1 years (versus 3.7 years at the last report). Ms. Hom
concluded her counterparty report by noting that exposure to liquidity providers was
approximately $21 million,

Ms. Hom then presented the annual Developer Concentration Report for 2012. Ms. Hom
reported that HDC worked with thirty-five development teams to develop forty projects
during calendar year 2012 — consistent with the broad diversification of devetopers from
previous years. HDC had no one developer develop more than three projects with HDC
last year, thus there were no outsized concentrations. Ms. Hom concluded by noting that
HDC actively converted thirty-four projects comprising over 4,700 units to permanent
financing — about 700 more than the previous year.

Mr. Gould then turned to Mr. Froehlich to present the Purchasing Procedures Revisions
for approval. Mr, Froehlich noted that pursuant to Sections 2824 and 2879 of the Public
Authorities Law, the Corporation is required to have its Members annually review and
approve the procurement guidelines of the Corporation. After approval, the guidelines
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are submitted to the State Comptroller and will also be published on the Corporation’s
website. Mr. Froehlich stated this year senior staff is recommending two changes to the
purchasing guidelines. The first change is that purchase orders (“POs”) under $1,500 can
be approved by the Vice President of Office Services and need not go through the Chief
of Staff, as they are considered de minimus. The second change relates to POs over $1
million. Although rare, if a PO is over $1 million then a second senior officer’s review
and approval should be required in the PO approval process in the Oracle system. It
should be noted that all corporate expenditures, no matter what the dollar amount, always
require two senior staff members’ review and signature upon payment.

Mr. Gould turned again to Mr, Froehlich to report on the Reserve Policy. Mr. Froehlich
noted that the Corporation normally sets aside its reserves pursuant either to HDC policy,
board resolutions or agreements. HDC established a rating agency reserve many years
ago that was originally created to support the Corporation’s independent credit rating
from each of Standard & Poor’s and Moody’s. At several intervals over the years senior
management has increased this reserve cotresponding to the Corporation’s increase in
overall obligations. Senior management is requesting that a policy correlating with the
size of certain corporate obligations now be formally approved by the Members. Mr.
Froehlich noted that the reserve will be sized in relation to the long term obligations in
the Open Resolution in a range of 2.25 to 2.75% of such obligations. The amount set
aside to cover the Corporation’s general obligations and also may provide additional
assurance that semi-annual debt service on the Open Resolution could be paid if for some
reason it cannot be paid out of the debt service reserve account in the bond resolution.
Mr. Froehlich further noted as of February 28", 2013 the long term bonds outstanding in
the Open Resolution was about $3.1 billion. Based on this balance a 2.25% reserve
would amount to $70 million, a 2.5% reserve would be $78 million, and a 2.75% reserve
would amount to $85 million. HDC Staff recommends that the reserve should be
increased to $80.0 million for FY 2013. Mr. Froehlich further noted that the amount will
be reset semiannually by senior management after the Corporation pays semi-annual debt
service (May 1% and Nov 1*) on the Open Resolution to make certain that the balance
falls within the range established, HDC Staff recommends that the Members approve the
attached ratings agency reserve policy. Mr. Grannum asked about the process used to
establish the policy. Mr. Froehlich responded that before it was mostly informal, Mr,
Froehlich noted that REMIC implemented a similar reserve. There is a similar concept
for the GO reserve. Mr, Jahr noted that this is important going forward and should be
embedded in corporate culture that the decisions regarding the reserve should be done at
the Board level. Mr. Randy Nelson from Ernst & Young, the Corporation’s auditing
partner, noted that they respect HDC’s judgment and the establishing of reserves exhibits
a conservative policy. Mr. Grannum asked whether other boards approve this type of
policy in this manner. Ms. Duffy noted that the examples that the Corporation received
from the rating agencies were similar, The Members voted and approved the policy.

Mr. Gould then turned the Member’s attention to Ms. Shirley Jarvis, Vice President of
Internal Audit to request the Members approval of the 2012 Annual Audit Committee
Report. Ms. Jarvis noted that pursuant to the New York City NYC) Comptroller’s,
“Directive 22”, the Audit Committee is required to publish an annual report detailing its
activities and decisions for the prior calendar year. This report is a compilation of the
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minutes from the six Audit Commitiee meetings that occurred in 2012, Upon the
Members approval, a copy of the report will be submitted to the Secretary for the Audit
Committee of NYC. The Members voted and approved the 2012 Annual Audit
Committee Report.

At 11:25 am, with no further business, Mr. Gould moved to dismiss and the meeting was

adjourned.

Respectfully submitted,

Violine Roberty



MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
AUDIT COMMITTEE

April 10th, 2013

ATTENDANCE LIST
NAME AFFILIATION
Harry Gould Audit Committee Member
Denise Scott Audit Committee Member
Colvin Grannum Audit Committee Member
Randy Nelson Ermst & Young
Inna Spector Department of Investigation
Marc Jahr NYC Housing Development Corp.
Richard Frochlich NYC Housing Development Corp.
Ellen Duffy NYC Housing Development Corp.
Cathy Baumann NYC Housing Development Corp.
Eileen O’Reilly NYC Housing Development Corp.
Urmas Naeris NYC Housing Development Corp.
Mary Hom NYC Housing Development Corp.
Cheuk Yu NYC Housing Development Corp.
Uyen Luu NYC Housing Development Corp.
Ping Choi NYC Housing Development Corp.
Catherine Foody NYC Housing Development Corp.
Patrick Ogoke NYC Housing Development Corp.
Madhavi Kulkarni NYC Housing Development Corp.
Shirley Jarvis NYC Housing Development Corp.
Jaclyn Moynahan NYC Housing Development Corp.
Violine Roberty NYC Housing Development Corp.
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NYC gy HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee
FROM: Cathleen Baumann O/@
SUBJECT: Six Month (Unaudited) Financial Information as of April 30, 2013

DATE: June 5, 2013

I have attached our second quarter financial statements (unaudited), with a summary
memo from Controller Bharat Shah. These financial schedules cover the Corporation’s
first six months of fiscal year 2013, which is November 1, 2012 through April 30, 2013,
The combined Net Position (Balance Sheet) and Revenue and Expense Statements for the
Corporation and its subsidiaries are attached. In addition, the individual Net Position
(Balance Sheet) and Revenue and Expense Statements have also been included for HDC,
HAC, REMIC, the Open Resolution (HRB), New Issue Bond Program (NIBP) and the
Mini Open Coop.

-

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
info@nychdc.com www.nychde.com



NYC@HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

To: Cathleen Baumann

From: Bharat Shah / Mary John W

Subject: Financial Information as of April 30, 2013
Date: May 29, 2013

The Accounting Division has prepared financial schedules (unaudited) covering the
Corporation’s first six months of fiscal year 2013, which is November 1, 2012 through April
30, 2013. The combined Net Position (Balance Sheet) and Revenue and Expense Statements
for the Corporation and its subsidiaries are attached. In addition, the individual Net Position
(Balance Sheet) and Revenue and Expense Statements have also been included for HDC,
HAC, REMIC, Open Resolution (HRB), New Issue Bond Program (NIBP) and the Mini
Open Coop. Preceding the statements are Financial Highlights and an Overview that
summarize the major components of the financial statements.

cc: Richard Froehlich



NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
Financial Highlights and Overview of the Financial Statements
Second Quarter as of 04/30/2013 (unaudited)

Financial Highlights

o HDC’s growth in net position (assets) continued in the second quarter of fiscal year 2013. The
Corporation’s robust financing activities continued from last fiscal year.

- Twelve new bond series were issued during the first six months of the fiscal year
totaling $519.4 million. In the first six months of the fiscal year, the Corporation also
closed on 18 mortgages with senior loan commitments of $459.1 million. In the same
period, the Corporation also committed an additional $88 million of 1% interest rate
subordinate mortgages funded from the corporate reserves to the Mayor’s New
Housing Market Place program (“NHMP”).

e Total assets (including deferred outflows) of $12.39 billion, an increase of $26.3 million or

0.2% from FYE 2012 which includes:
- Cash and investments of $2.34 billion.
- Mortgages, notes and loan participation interest receivable, and purpose investment of
$9.9 billion.
- Other assets (including $27.8 million Accrued Interest Receivable) totaling $111.3
- million.
e Total liabilities (including deferred inflows) of $10.68 billion, a decrease of $12.7 million
from FYE 2012 which includes:
- Bonds payable (net) of $8.8 billion,
- Payable to New York City of $1.06 billion including $831.3 million of City loan
participation. :
- Payable to Mortgagors of $538.8 million.
- Other Liabilities (including $70.7 million Accrued Interest Payable) totaling $275.5
million.

o Total net position of $1.7 billion, an increase of $38.9 million or 2.3% from FYE 2012.

e Net income of $38.9 million for the first six months of F'Y 2013, a decrease of $3.4 million

over the same period last year.

Overview of Assets and Liabilities

¢ The increase in total assets by a net of $26.3 million is mainly due to the following:

o Cash and investments decreased by $135.9 million. This decrease was
mainly due to unscheduled full and partial bond redemptions totaling to
$480.3 million and the payment of $148.3 million on a construction loan
participation agreement that terminated in November 2012, offsetting
funds received on bond issuances.

o Mortgages, notes, loan participation interest receivable, and purpose
investment increased by $160.2 million as a result of the ongoing lending
activities of the Corporation.

o Other assets including mortgage interest receivable increased by a net
$1.9 million. There was an increase of $1.0 million on interest and



servicing fees on loans serviced for HPD and other entities. There was an
increase of $0.9 million in HDC servicing and other monitoring fees
receivable. Mortgage interest receivable increased by $0.3 million, and
fixed and ofher assets decreased by $0.3 million.-

The decrease in total liabilities by $12.7 million was mainly due to the following:

o Bonds payable increased by a net $3.9 million which includes $0.6 million of bond
premium and discount amortization. The Corporation issued twelve new bond
series during the period of November 1, 2012 thru April 30, 2013 totaling $519.4
million. During this same petiod, a total of $514.9 million of bond principal
payments were made, offsetting the increase to bonds payable with the new
issuances. Of the bond payments made, $480.3 million were full and partial
unscheduled redemptions, and $34.6 million were scheduled debt service
payments.

o A net increase in the Payable to New York City by $30.7 million as a result of the
following:

* An increase of $67.2 million in the Mitchell Lama and other city loan
participation programs, mainly due to the restructuring of the second
mortgage for L&M HCC] Harlem Preservation at conversion, and the
setup of a new second mortgage for MBD Silva Taylor.

" A decrease of $36 million in administering the construction and
permanent loans on behalf of HPD and HAC.

* A decline of $0.5 million related to the 2006 Series A bonds which
includes non-operating revenues of $0.2 million and $0.3 million of
Credit Facility fees.

o A net increase in the Payable to Mortgagors of $34.8 million primarily due to the
following:

An increase in mortgage loan prepayments of $24.3 million, including
principal reserve funds held to retire stand alone bonds.

A net increase in Escrow, R for R and other reserve collections of $10.5
million.

A decrease of $3.8 million of other funds held for mortgagors including
capitalized interest to cover debt service.

An increase in developer equity deposits and other reserves for HPD loans by
$3.8 million.

o Other liabilities declined by a net $82.1 million mainly due to the following:

A decrease in accounts and other payables by a net of $86.8 million mainly
due to the payment of a construction loan participation agreement that
became due in November 2012.

Deferred Fees, including construction financing fees, increased by a net of
$5.1 million as a result of the new mortgage closings in the period,

Bond Interest Payable decreased by $0.4 miflion.

Restricted earnings on investments increased minimally.,



o The increase of total net position (net assets) by $38.9 million reflects the Corporation’s
normal operating activities during the first six months of fiscal year 2013.

Overview of Revenues and Expenses - Comparison of first 6-months of
FY 2013 & FY 2012

Excess of revenues over expenses was $38.9 million for the period November 1, 2012 through April
30, 2013, compared to the same period in FY 2012 when it was $42.3 million. The decrease was
primarily due to lower earnings on investments and on income from loan participation interests,
compared to the same period last year.

o Total revenues increased by $6.2 million or 4.5% mainly due to the following:

o Mortgage interest on loans increased by $7.3 million compared to the same period
last year, due to the increase in the mortgage loan portfolio.

o Fees and charges increased by net $1.1 million, or 5%. The adaptation of the
GASB 65 accounting pronouncement resulted in recognizing $4.86 million of loan
origination fees received on loan closings in the period, instead of amortizing the
fee over the life of the loan.

o Income on Participation Interests was lower by $1.2 million. There were no
prepayments of loans in Mitchell-Lama participation programs during this period.

o Investment earnings declined by $0.98 million. The investment portfolio decreased
by 5.2% due to unscheduled bond redemptions, mortgage loan advances, and the
payment of the construction loan participation agreement

e Operating expenses increased by $8.3 million, compared to the same period last year as a
result of the following:

o Bond interest and amortization increased by a net of $6.5 million. This included an
increase to bond interest expense by $3.2 million. Additionally there was a net
increase in bond call premium expense of $0.9 million due to the 223F bond
redemptions. The increase also reflects a $2.4 million decrease in bond premium
amortization, and cap fees amortization during this period.

o Trustee and other fees increased by $1.1 million mainly due to the accrual of
mortgage insurance premiums and credit enhancement fees included in the interest
rate on several mortgage loans.

o The debt issuance cost of $3.8 million was $0.2 million less compared to the same
petiod last year. The amount reflects actual expenses paid during the period due to
GASB 65. (previously issuance costs were amortized over the life of the bonds)

o Salaries and related expenses increased by $0.2 million and corporate operating
expenses increased by $0.6 million.

¢ Non-operating revenues (expenses) decreased by $1.3 million mainly due a decrease in non-
operating revenues earned on additional principal collection utilized for bond interest
payments in the 2006 Series A bonds.
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